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l.

| last spoke to NASUCA in March of 1997, before
becom ng Chairman. | therefore had | ess newswort hy
things to say on the subject of the restructuring of
the electric industry. Yesterday |I went back to | ook
at sone observations | shared at that tinme about Order
Nos. 888 and 889 — then just a year old. Minly, |
t al ked about how transm ssion open access woul d
accel erate change in the industry by requiring
conparabl e service for all users at the grid; how the

orders woul d add transactional liquidity to the
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whol esal e market; and how we proposed to ensure that

transm ssion services woul d be separately priced,

posted, and negotiated on electronic nedia. It was a
rosy picture. As | recall, | wsely left the fate of
retail conpetition prograns — including | owincone

subsi di es, other potentially stranded benefits, denand
si de managenent, retail reliability supplier of I|ast-
resort concerns, and the future of service in |ower-
cost jurisdictions — for the Congress and the states
to work out anong thenselves. Since then, 25 states
have noved bravely ahead on retail conpetition. The
once-w despread fear that either the Congress or the
Commi ssion woul d dictate the evolution of retail

mar ket s has proven baseless. W clearly work in
different policy and business environnents than we did

four years ago.

In the interim however, ny confidence that the
Commi ssion's 1996 orders woul d ensure the energence of

transparent bul k power markets has been tenpered by



NASUCA Capitol Hill Conference, Washington, D.C., March 20, 2000 -3-

subsequent devel opnents. Warni ngs about the prospect
of declining reliability, Congress' inaction on

restructuring, the Eighth GCrcuit's Northern States

Power decision, and the persistence of sone state

comm ssions in believing that |arge anmounts of

I nterstate transm ssion nust be forever dedicated to
specific retail |oads, and even sone indications that
utility investnments and capabilities in the e-commerce
area are | agging, have all clouded what | thought was a
pretty clear and sinple forecast for an open and

conpetitive transm ssion network environnent.

Despite these devel opnents, the Comm ssion has
noved ahead on creating regional transm ssion
organi zations (RTGs). R ght off the bat, RTGs wll
spawn two historic developnents in this industry —-
vertical disaggregation of utility functions in support
of regional grid managenent arrangenents and a

housecl eani ng of current obstructions to efficiency in
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the interstate market; that is to say the elimnation
of pricing and congestion barriers across nultiple
transm ssi on systens, thereby enabling new supply
sources to enter markets in greater nunbers to conpete
for load. As | have said before, Order No. 2000 and
RTOs provide a framework for solving a variety of

probl ens that stand between the utility industry of the
past and the power business of the 21st century. |

give it an "A" but we need to put its precepts to work.

.

The past three years have been an extraordinary
time for the Comm ssion and for the power nmarket. W
are both in a fundanentally different place. | am
rem nded of the el oquence of CGerald Ford, sonething to
the effect that "Things are nore |ike they are today
t han they have ever been before.” It does seemthat
many of the tasks we face today confronted us back in
1997, when we | ast talked. To them we can add sone

remar kabl e new chal | enges. As always, there are those
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who believe nothing' s broke, those who still stand to
realize benefits fromdelay, and those for whomthe
advant ages of incunbency are cherished and worth
preserving. This is not to mnimze the tax,
operational, and even cultural challenges of naking
basi ¢ changes work for these conpanies. These are
busi ness as well as public policy problens and
different conpanies have differing strategic

| nperatives. It is not unexpected that sone woul d want
to shoot the nessenger of change by accusi ng FERC of
using RTGs nerely to expand jurisdiction and | aunch a
new round of market intervention. But, as Prine

M ni ster John Maj or once said about the British, "when

we have our backs to the wall, we turn and fight!"

I ndeed, given that electric restructuring is
proving to be neither easy, nor finite in duration, nor
a cause cel ebré for the American consuner (yet), what
are we fighting for? | would never concede that we are

fighting this battle only for |arge consuners of power.
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True, they are anong the nost i medi ate beneficiaries
of the opportunity to shop for electricity. Yet, we
have seen conpetition in the natural gas and

t el ecommuni cati ons arenas substantially reduce bills to
even the small est custoners. This will prove to be the
case for electricity in many places, even though the
cost of power for nost househol ds rank behi nd those for
housi ng, apparel, health care, and transportation. A
savi ngs of maybe 5 percent off nonthly residenti al
bills mght amount to just $5 in many jurisdictions.

Is it worth the effort to choose?

| woul d not underestinmate the power of the prospect
of choice for consuners, especially in a convergent,
e-commerce environnent. The Anmerican Gas Associ ati on,
the Brookings Institute, and others predict significant
consuner savings. Perhaps states are better positioned
to resolve this debate about potential savings to
average ratepayers, as well as questions about service

reliability, social benefits and environnental issues.
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Clearly, it would be unconscionable if small custoner
benefits, universal service requirenents, and retai

reliability becane casualties of conpetition.

For its part, however, the FERC i s pushing
whol esal e conpetition, w thout particular regard for
the face of retail markets. Gid-related issues and
mar ket economics require it to act. Efficiencies and
cost savings in the way power is produced and sold have
not been fully realized at the bulk power level. It is
critical that the whol esale market be as fair,
transparent, and as efficient as possible, whether
residential or commercial power consuners participate
in that market directly, as they can in "open" states,
or whether they participate in it through their
traditional nonopoly suppliers in states which
(unwi sely | think) believe that nore diverse service
and supply options are not essential to maintain
historically low prices and high reliability in the

future.
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In any event, the Conmm ssion's agenda in pronoting
RTOs is limted and discrete. W have been advocati ng
bul k power conpetition, even as we continue in our
traditional cost-of-service regulatory role. It is
where we see things going. | have repeatedly asked the
Congress to help us get there. It is inportant that
our Federal Power Act authority to order RTGs be
reinforced. It would help us crystalize a vision of
the conpetitive bulk power market. | have al so
requested Conmi ssion jurisdiction over all
transm ssion, including that owned by cooperatives,
muni ci pal utilities, and federal utilities. | ask, not
because the Conmmi ssion wants to prescribe how they
carry out nost of their historical functions, but
because the whole grid nust operate under the sane
rules, like a machine, to be efficient. | have also
supported | egislation that woul d devel op a new platform
for the bulk power reliability system based in part on

t he Comm ssion's enforcenent powers.
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Transm ssion, while clearly not the biggest
I nvestnent for vertically integrated utilities, is a
strategic asset. It can be a source of trenendous
mar ket power. Congesti on nakes noney for soneone. |
amtherefore not surprised that changes in who can use
those facilities, and under which conditions, raise
guestions and may be resisted. On this key point,
NASUCA and the FERC agree and | wish to thank you for
your comments on our original proposal. You stated
that "the traditional nmeans of grid managenent is
show ng signs of strain and . . . continued
discrimnation in the provision of transm ssion
services by vertically integrated utilities my be
I npedi ng the devel opnment of fully conpetitive
electricity markets.” WlIl said. W bonded on that

| ssue.

| strongly believe that real RTGs, as Order No.
2000 defines them wll deliver the goods for consuners

and the econony. | also believe that the grow ng
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nunmber of retail access prograns will fail if whol esal e
mar kets are not open and fluid. Bulk power nmust go
where physics dictate and the market deci des, based on
cl ear comercial rules and market transparency and not
on jurisdictional demarcations or any residual
opportunities to gane the systemunfairly. Not
insignificantly, RTOs will contribute to reliability.

It is useful to note that conpetition across the

I nterstate natural gas transportation system
substantially enhanced both service options and service
reliability. The sanme holds true here. The Comm ssion
projects over $2.4 billion in average annual savings
from RTGs and other estimtes range higher. RTGCs wll
al so hel p the Conm ssion make good on the cost savings
we prom sed in Order No. 888 but which will not be
fully realized unless and until all transm ssion
service is subject to open access and unbundling of
maj or anounts of transm ssion, now irretrievably

dedi cated to specific native |loads, is brought within
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the reach of a systemwhere all uses of the grid

recei ve conparabl e treatnent.

In this connection, | recognize that those states
which still wish to retain authority over the rates,
ternms and conditions of bundled retail transm ssion
service seemto view whol esal e conpetition as a net
| oss of benefits to their in-state consuners. | know
of no support for this. There is no dispute that a
state can grant or deny retail access. The FERC does
not want to regulate the retail marketplace. |t does
not for a nonent discount the difficulty of the issues
that conpetition raises at that |level. But the
Commi ssi on should not be denied the ability, which is
critical to the fairness and transactional liquidity of
I nterstate transm ssi on network operations, to ensure
that the systemdelivers conpetitive benefits to the
whol e econony, even if individual states decide — as
they may under current |law — that retail conpetition

is not in the interest of their citizens.
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If RTOs are so critical to whol esale conpetition
and reliability, you m ght ask why the Comm ssion in
Order No. 2000 took the route of voluntarism
col | aboration, and benchmarking their devel opnent. One
frustrated custoner group in the Mdwest recently
exclainmed that "[o]Jur present status of uncertainty and
jeopardy is due in part to FERC s reliance on incunbent
transm ssion owners to voluntarily adopt and i npl enent

refornms . Transitions are tough and this is no
exception. That is not a reason to push away fromthe
negotiating table, however. RTOs are new and we | earn
nore every day. In the next six nonths, we nust
squarely confront the resistance to change, find

wor kabl e sol utions, and devel op strategies for

i npl ementation. | would stake ny reputation that the
good faith of market participants and strategic self-
interest wll yield real results. Because this is a

matter involving a critical public interest, | do not

w sh to be di sappoi nt ed.
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Let me close by returning to reliability, the
“third rail" of electric restructuring. Several things
are clear. The conpetitive market is in its infancy.
We are in the process of devel opi ng new mar ket nodels
and mar ket nechanisns are therefore i nmmature and
uncoordi nated i n many ways. Yet, whol esale
transactions are burgeoning in nunbers and conplexity.
Sal es of bul k power grew 400% in the past four years,
says EPRI. Conpetition and cost controls are eroding
the willingness of parties to pay commobn costs. For
exanpl e, demand-si de prograns, new (strategically
| ocat ed) generation, and transm ssion construction are
not keeping pace wth electricity demand, which is
i ncreasing for the first tinme in a generation.
Congestion is appearing where it has never been a
problem These are challenges that can be net. And
while we are doing that, we nust do whatever is

required to maintain the quality of service.
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That too is problematic. Capacity shortfalls are
anot her sign of trouble. Sone say the Mdwest will be
nore than 700 MW short next summer. And we all
remenber the extraordinary price spikes of two summers
ago when events conspired to exacerbate supply
shortages and the market was not sufficiently
transparent in the country's md-section to conpensate
for them The Northwest Power Pl anning Counci l
bel i eves that, w thout 3,000 MNof new generation by
2003, there is a one-in-four chance of w nter
bl ackouts. EPRI says | ocal outages doubled in the U S
bet ween 1996 and 1998 because of strong demand. Last
summer wi tnessed historically high peak demands and
| evel s of electricity inmports, which took the Northeast
to the brink. The new | SOs there hel ped manage t he
problemeffectively. An EPRI official was recently
quoted by the Wall Street Journal as believing there is
a serious "msmatch between the capacity of the grid
and demand" in the U S. It appears to ne that no

conbi nation of grid expansion, additional generation,
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and | oad shedding wll be sufficient to avoid a high
| evel of stress this summer and perhaps next. There

may be no magi ¢ wand, but we can do sonet hing.

| still advocate the self-regulation of reliability
mechani sns by i ndustry participants, in the sane way
that securities markets operate under SEC supervi sion.
But in the final analysis, a conpletely voluntary
system for setting and enforcing reliability standards
wll no longer work in this dynam c market. Congress
has before it a set of solutions for this problem |
am not prepared, however, to say that stand-al one
reliability legislation will do the trick entirely.
This is because any assurance of future reliability
must inevitably be tied to the workability of
conpetitive markets -- that is to say, to RTGs and the
regionally uni form comercial and operational practices
t hey can support. That is where we at the FERC are

f ocused.
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If the electric systemis perceived to be at risk
by nost Anericans, the evolution of the market will be
del ayed. The conpetitive nodel even could be
abandoned. That may suit many powerful interests,
whi ch have yet to figure out how to redeploy their
assets profitably. M immedi ate concern is that
electric reliability mght easily replace gasoline
prices on the front page of the Nation's newspapers.
We can count ourselves fortunate that it has not, at
| east in one sense, and unfortunate in another. |
appl aud your work for America' s energy consuners. Yet,
| remnd you that their interests are just as nuch at
stake in whol esale restructuring as they are in the
retail markets in which you work nost closely. W are

all -— in one sense or another — consuner advocates.

The FERC and NASUCA therefore need to work together
to ensure that these new energy nmarkets are
conpetitive, fair, efficient, transparent and, nost

| nportant, reliable. Mdern electricity and natural
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gas markets have no precedents in the history of our
energy econony. Just as with prices at the punp,
keeping the lights on is the primary basis upon which
nost Anericans will judge whether we have succeeded in
securing the energy future. Even nore than price, it
Is the acid test. | cannot tell you not to worry about
whet her we w || pass that test. However, | can tell
you two things with reasonable confidence. First,
restructuring is headed in the right direction,

al though unfortunately there are anple remaining
opportunities left for sub-optiml solutions and poor
policy choices. Second, | believe that federal and
state policymakers, in cooperation with all segnents of

the electric industry, nust recognize that the only

option is to push ahead deliberately — not

recklessly -- in conpleting the reinvention of the
electricity marketplace. | welcone your participation
in that fight.

Thank you.
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